ST 01-0110-GIL 06/28/2001 SALE OF SERVICE

lllinois Retailers' Occupation and Use Taxes (sales taxes) do not apply to sales of service that
do not involve the transfer of tangible personal property to customers. However, if tangible
personal property is transferred incident to sales of service, this will result in either Service
Occupation Tax liability or Use Tax liability for the servicemen. See 86 Ill. Adm. Code 140.101.
(This is a GIL).

June 28, 2001

Dear XxXxxXx:

This letter is in response to your letter dated April 12, 2001. The nature of your letter and the
information you have provided require that we respond with a General Information Letter, which is
designed to provide general information, is not a statement of Department policy and is not binding on
the Department. See 2 lll. Adm. Code 1200.120 subsections (b) and (c), which can be found at
http://www.revenue.state.il.us/legalinformation/regs/part1200.

In your letter, you have stated and made inquiry as follows:
Would you please advise as to the accuracy of this report for your state.
| thought building cleaning & laundry services were not taxed.

Thank you for your time.

DEPARTMENT'S RESPONSE:

As you have guessed, the chart attached to your letter/fax contains a large number of
inaccuracies regarding lllinois sales and use taxes. The lllinois Retailers' Occupation Tax Act imposes
a tax upon persons engaged in this State in the business of selling tangible personal property to
purchasers for use or consumption. See the enclosed copy of 86 Ill. Adm. Code 130.101. In lllinois,
Use Tax is imposed on the privilege of using, in this State, any kind of tangible personal property that
is purchased anywhere at retail from a retailer. See the enclosed copy of 86 Ill. Adm. Code 150.101.
These taxes comprise what is commonly known as "sales" tax in lllinois. If the purchases occur in
lllinois, the purchasers must pay the Use Tax to the retailer at the time of purchase. The retailers are
then allowed to retain the amount of Use Tax paid to reimburse themselves for their Retailers'
Occupation Tax liability incurred on those sales. If the purchases occur outside lllinois, purchasers
must self assess their Use Tax liability and remit it directly to the Department.

The general merchandise tax rate for the State (6.25%) is accurate, and the 1% state rate for
“groceries” (generally, food prepared for consumption off premises) is also correct. See 86 Ill. Adm.



Code 130.310. Please note that local taxes may be imposed if the purchase occurs in a local
jurisdiction that imposes a local tax.

However, most of the remainder of the information in the chart is incorrect. lllinois Retailers'
Occupation and Use Taxes do not apply to sales of service that do not involve the transfer of tangible
personal property to customers. Services listed such as amusements (movies, plays, etc.), building
cleaning & maintenance, detective services, laundry and dry cleaning, lawn care services, meeting
room rental, memberships and membership fees, mini-storage, office rental, piano tuning, security
services, storage of items, and vehicle parking do not generally involve the transfer of tangible
personal property to the customer and are not subject to sales tax in lllinois.

However, if tangible personal property is transferred incident to sales of service, this will result
in either Service Occupation Tax liability or Use Tax liability for the servicemen depending upon which
tax base the servicemen choose to calculate their tax liability. For your general information we are
enclosing a copy of 86 Ill. Adm. Code 140.101 regarding sales of service and Service Occupation
Tax.

Under the Service Occupation Tax Act, businesses providing services (i.e., servicemen) are
taxed on tangible personal property transferred as an incident to sales of service. See the enclosed
copy of 86 Ill. Adm. Code 140.101. The purchase of tangible personal property that is transferred to
the service customer may result in either Service Occupation Tax liability or Use Tax liability for the
servicemen depending upon which tax base the servicemen choose to calculate their tax liability. The
servicemen may calculate their tax base in one of four ways: (1) separately stated selling price of
tangible personal property transferred incident to service; (2) 50% of the servicemen's entire bill; (3)
Service Occupation Tax on the servicemen's cost price if the servicemen are registered de minimis
servicemen; or (4) Use Tax on the servicemen's cost price if the servicemen are de minimis and are
not otherwise required to be registered under Section 2a of the Retailers’ Occupation Tax Act.

Using the first method, servicemen may separately state the selling price of each item
transferred as a result of the sale of service. The tax is then calculated on the separately stated
selling price of the tangible personal property transferred. If the servicemen do not separately state
the selling price of the tangible personal property transferred, they must use 50% of the entire bill to
the service customer as the tax base. Both of the above methods provide that in no event may the tax
base be less than the servicemen's cost price of the tangible personal property transferred. See the
enclosed copy of 86 Ill. Adm. Code 140.106.

The third way servicemen may account for their tax liability only applies to de minimis
servicemen who have either chosen to be registered or are required to be registered because they
incur Retailers' Occupation Tax liability with respect to a portion of their business. See the enclosed
copy of 86 Ill. Adm. Code 140.109. Servicemen may qualify as de minimis if they determine that the
annual aggregate cost price of tangible personal property transferred as an incident of the sale of
service is less than 35% of the total annual gross receipts from service transactions (75% in the case
of pharmacists and persons engaged in graphics arts production). Servicemen no longer have the
option of determining whether they are de minimis using a transaction by transaction basis.
Registered de minimis servicemen are authorized to pay Service Occupation Tax (which includes
local taxes) based upon their cost price of tangible personal property transferred incident to the sale
of service. Such servicemen should give suppliers resale certificates and remit Service Occupation
Tax using the Service Occupation Tax rates for their locations.

The final method of determining tax liability may be used by de minimis servicemen that are
not otherwise required to be registered under Section 2a of the Retailers' Occupation Tax Act. Such



de minimis servicemen handle their tax liability by paying Use Tax to their suppliers. If their suppliers
are not registered to collect and remit tax, the servicemen must register, self-assess and remit Use
Tax to the Department. The servicemen are considered to be the end-users of the tangible personal
property transferred incident to service. Consequently, they are not authorized to collect a "tax" from
the service customers. See the enclosed copy of 86 Ill. Adm. Code 140.108.

| hope this information is helpful. The Department of Revenue maintains a website, which can
be accessed at www.revenue.state.il.us. If you have further questions related to the lllinois sales tax
laws, please contact the Department's Taxpayer Information Division at (217) 782-3336.

If you are not under audit and you wish to obtain a binding Private Letter Ruling regarding your
factual situation, please submit all of the information set out in items 1 through 8 of Section
1200.110(b) described above.

Very truly yours,

Terry D. Charlton
Associate Counsel
TDC:msk
Enc.



